REPORT OP THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 

PARLIAMENT AND THE COUNCIL ON SALDANHA BAY MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the accompanying financial statements of the Safdanha Bay 
Municipality, which comprise the statement of financial position as at 30 June 201 1 , 
and the statement of financial performance, statement of changes in net assets and 
cash flow statement for the year then ended, and a summary of significant 
accounting policies and other explanatory information, as set out on pages 3 to 76. 

Accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of 
the Local Government; Miinicipal Finance Management Act, 2003 (Act No. 56 of 
2003) (MFMA) and the Division of Revenue Act, 2010 (Act No. 12 of 2010) (DoRA), 
and for such internal control as management determines necessary to enable the 
preparation of financial statements lhal are free from material misstatement, whether 
due to fraud or error. 

Auditor-General's responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 
and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA), my responsibility Is to express an opinion on these financial statements based 
on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and 
General Notice 1111 of 2010 issued In Government Gazette 33872 of 15 December 
2010. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance about whether the financial 
statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor's judgement, Inciuding the assessment of the risks of material misstatement 
of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity's 
preparation and fair presentation of the financial statements In order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity's Internal control. An audit 
also Includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as v/ell as 
evaluating the overall presentation of the financial statements. 

6. ! believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 
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Opinion 


7. In my opinion, the financial statements present fairly, in all material respects, the 
financial position of the Saldanha Bay Municipafity as at 30 June 2011, and its 
financial performance and cash flows for the year then ended in accordance with SA 
Standards of G RAP and the requirements of the MFMA and DoRA. 

Emphasis of matters 

8. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

9. As disclosed In note 42 to the financial statements, the corresponding figures for 30 
June 2010 have been restated as a result of errors discovered during the 201 0-1 1 
financial year in the financial statements of the municipality at, and for the year 
ended 30 June 2010. 

Subsequent events 

10. As disclosed in note 45 to the financial statements, the municipal manager resigned 
after the financial year-end and vjas paid a severance package amounting to R1 276 
580. 

Material underspending of the budget 

11. The municipaiity has materially underspent on its capital budget by R69 349 404 
(38%). Service delivery relating to the housing programme, road transport, corporate 
services and electricity and v/aste management was affected by the lack of 
spending. 

Additional matters 

12. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Material inconsistencies in other Information included in the annual report 

13. The compfete draft annual report has not yet been received for review. As a result, it 
has not been reviewed for any inconsistencies with the financial statements. The 
draft annual report as well as the final printer's proof of the annual report will be 
revievred and any material inconsistencies identified will be communicated to 
management. Should the inconsistencies not be corrected, it may result In the matter 
being included in the audit report. 
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Unaudited supplementary schedules 


14. The supplementary information set out on pages 78 to 99 does not form part of the 
financial statements and is presented as additional information. I have not audited 
these schedules and accordingty I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

15. in accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on 
the annual performance report as set out on pages 70 to 85 and material non- 
compliance with laws and regulations applicable to the municipality. 

Predetermined objectives 

Presentation of information 

16. The reported performance against predetermined objectives was deficient In respect 
of the following criteria: 

• Performance against predetermined objectives was not reported using the 
Nationaf Treasury guidelines. 

17. The following audit findings relate to the above criteria: 

• The annual performance report did not contain a comparison of the 
performance of the municipality as required by section 46 of the Municipal 
Systems Act, 2000 (Act No. 32 of 2000) (MSA). 

• Reasons for major variances between planned and actual reported targets 
were not provided In the report on predetermined objectives and adequate 
explanations for major variances between the planned and the actual reported 
targets for all programmes were not provided, as required in terms of the 
relevant reporting guidance. In total, 100% of the reported targets with major 
variances were not explained. 

Usefulness of Information 

18. The reported performance Information was deficient in respect of the folfowing 
criteria: 

• Measurability: The indicators are not well-defined and verifiable, and targets 
are not specific, measurable and time bound. 

19. The following audit findings relate to the above criteria: 

• Planned and reported indicators are not well defined as 26% of the selected 
planned and reported indicators were not clear because unambiguous data 
definitions were not available to allow for data to be collected consistently. 



• Planned and reported indicators are not verifiable as valid performance 

management processes and systems that produce actual performance against 
the planned indicators did not exist for 21% of the indicators. 

Reliability of information 

20. The reported performance information was deficient in respect of the following 

criteria: 

• Validity: The reported performance did not occur and does not pertain to the 
entity. 

• Accuracy: The amounts, numbers and other data relating to reported actual 
performance have not been recorded and reported appropriately. 

• Completeness: All actual resuits and events that should have been recorded 
have not been included in the annual performance report. 

21. The following audit findings relate to the above criteria: 

• The content of the integrated development plan was incomplete as the 
integrated development pfan did not include the key performance indicators 
and performance targets determined in accordance with its performance 
management system, as required by sections 26(1) and 41(1)(b) of the MSA 
and regulation 12 of the Municipal Planning and Performance Management 
Regulations, 2001. 

• Reported performance against targets was not valid and accurate when 
compared to source information as 49% of the 69 reported targets selected 
were not valid and accurate based on the source information or evidence 
provided. 

• The validity, accuracy and completeness of reported performance against 
indicators could not be confirmed as 37% of the 69 reported indicators 
selected was not supported by sufficient appropriate audit evidence and 
relevant source documentation could not be provided. There were no 
satisfactory audit procedures that I could perform to obtain the required 
assurance as to the validity, accuracy and completeness of the reported 
performance against predetermined objectives. 

Compliance with laws and regulations 

Expenditure management 

22. The accounting officer did not take reasonable steps to prevent irregular expenditure 

disclosed in note 47, as required by section 62(1)(d) of the MFMA. 
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Strategic planning and performance management 

23. The accounting officer of the municipality did not by 25 January 201 1 assess the 
performance of the municipality during the first half of the financial year, taking into 
account the municipality's service deiivery performance during the first haif of the 
financial year and the service delivery targets and performance indicators set in the 
service delivery and budget implementation p]ar>, as required by section 72(1)(a)(ii) 
of the MFMA. Consequently, the results of the assessment could not be sent to the 
mayor of the municipality, the National Treasury and the provincial treasury, as 
required by section 72{1)(b) of the MFMA. 

24. The annual performance report did not contain a comparison of the performance of 
the municipality and of each external service provider v/ith development priorities, 
objectives and performance indicators set out in its integrated development plan, as 
required by section 46 of the MSA. 

25. The municipality did not impfement a framev/ork that describes and represents how 
the municipality’s cycle and processes of performance planning, monitoring, 
measurement, reviev/, reporting and improvement vrill be conducted, organised and 
managed, including determining the roles of the different role players as required by 
sections 38, 39, 40 and 41 of the MSA, read with regulations 7 and S of the Municipal 
Planning and Performance Management Regulations, 2001. 

26. The internaf auditors of the municipality did not audit performance measurements on 
a continuous basis and/or did not submit quarterly reports on their audits to the 
municipal manager and the performance audit committee, as required by regulation 
14(1) of the Municipal Planning and Performance Management Regulations, 2001. 

Annual financial statements and annual report 

27. The financial statements submitted for auditing v/ere not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements of capital assets, current assets, and expenditure and disclosure 
items identified during the audit were subsequently corrected. 

28. The mayor did not table the 2009-10 annual report of the municipafity In council 
within seven months after the end of the financial year, as required by section 127(2) 
of the MFMA. 

29. The mayor did not submit a v/rilten explanation to the council setting out the reasons 
for the delay in the tabling of the 2009-10 annual report in council, as required by 
section 129(3) of the MFMA. 

Internal audit 

30. The municipality did not develop and implement mechanisms, systems and 
processes for auditing the results of performance measurement as part of its internal 
audit processes, as required by section 45[1)(a) of the MSA, read with regulation 
14(1)(a) of the Municipal Planning and Performance Management Regulations, 

2001. 



Procurement and contract management 

31. Awards were made to bidders whose directors/ principal shareholders were persons 
in service of other state institutions in contravention of the requirements of Municipaf 
SuppEy Chain Management (SCM) Regulations (GNR. 868 of 30 May 2005, 
regulation 44. 

32. Awards were made to suppliers who did not submit a decfaralion of their empEoyment 
in the state or their relationship to a person employed by the state, as per the 
requirements of SCM regulation 13(c). 

INTERNAL CONTROL 

33. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, 1 considered internal control 
relevant to my audit, but not for the purpose of expressing an opinion on the 
effectiveness of internal control. The matters reported below are limited to the 
significant deficiencies that resulted in the findings on the annual performance report 
and the findings on compliance with laws and regulations included in this report. 

Leadership 

34. The accounting officer did nottimeousEy establish and communicate policies, 
procedures and internal controls to enable and support the understanding of 
processes and responsibilities in preparation for the reporting against predetermined 
objectives and certain aspects of supply chain management. 

35. The accounting officer did not delegate the monitoring and review of processes on a 
regular basis to ensure validity, accuracy and completeness of information submitted 
by the directors of departments. 

36. The mayor and council did not exercise sufficient oversight responsibility over 
compliance with laws and regulations. 

Financial and performance management 

37. The controls in place to ensure that declarations of interest of bidders are provided 
are not operating effectively to ensure that awards are not made to persons in 
service of the state. 

38. The acting chief financial officer did not review the financial statements to ensure 
compliance with the accounting framework. Consequently, the municipality was over- 
reliant on the consultant to prepare the financial statements without the necessary 
independent review (v/hich vrould include basic reconciliation of figures disclosed to 
supporting documentation and sub-ledgers) by a qualified official prior to the financial 
statements being submitted to audit. 

Governance 

39. Even though the review of performance information v/as included in the internal audit 
plan, the internal audit team did not follow through with the planned audits and did 
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not formally submit internal audit reports on the planned audit work, as the 
municipality's systems and processes for performance Information were not 
operating effectively throughout the period under review. Consequently, internal 
audit did not review the related Internal controls, systems and processes to provide 
feedback to management in this regard. 

OTHER REPORTS 

Investigations 

40. An Investigation into poor performance and workmanship on contracts awarded for 
community projects in previous years was in progress at year-end. 

41 . As per note 47 to the ^nancial statements, a forensic Investigation Into alleged 
irreguiarities in supply chain management was finalised during the year. These cases 
are currently being evaluated In terms of the section 32 of the MFMA and a council 
committee has been established to further evaluate the findings and recommend 
corrective action. 



Cape Town 
30 November 201 1 



AUDiTOR-GENERAt 
SOUTH AFRICA 

/lun'ir/ng to h-jiid pob'ic confidence 
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